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Loan Moans
Lucent and its rivals may soon regret their entry into the lending business

BY JACQUELINE DOHERTY. This past June. junk-hond investors hegan receiving Sllme un­

usu;l! calls, Lucent Technologies was trymg to sell some of the loans it had extended tlJ \X/in­

star Communications as part of a $2 billion financing package that helped Winstar huy Lucent

products, What was unusual, say investors Llmiliar with the situation, was that Lucent

..A ...·.fi·iW}/cill,fl.fo}'C/f8t()l/1f't"S {WCOJllf .... (1/1 inrt"('(J.o,;iuyl!l illlJ10rlaut I'm1 (?I'Ow !f'le­
rom ('(luipwPlit I)//."ilu, ......... tl/(' "ish: to ('f/uil'fllf'lIf tUW1u.frtr!l/r,.rs ;,..; rising. The faMr

{wlo". ShOH'.'ifi}/(JIlriIlY ho ..... (In/II'/I (JI'(T flu' si,t IIIO/lth .... tJn'YJllgh .lUI/f. Ci.'iNJ I'm·

oded (/ .... with 'iwtf np-to-dn[/ Ut/fJrlllotioll and at Eric.'i.'ioll. (ml!l/all-yf'or '!}fJ

drtfo '1'('1"(' (froilaMe.
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;\01"tt'1. for it.-: pilrt. ha.-: ~1.:2 Ilillillil
of ]oan~ and .~~.;-) hillion of finalll'llll.:,
l·{mllnitnH-'nt~. Other hig f'quipn1t'111
makers. ineluding- Alcatel. art' k!\lI\\11

to pro\'ide H'ndol' finil!J{'in,l! 1'01' l'Ilt'nt~

hut dl'l'lint' to brpak out til(' amount of
customer loan~ thPY hold.

The ::-.ituatioll i~ likt'ly to ,l!t't \\"Ol'~l',

Tht' construction of third-gl>lwl'<ltion
wil'ele:.;:o;. ~\'~telll:- around Ull' world wi!!
requil'p al~out SInO billion in ~pel1din.i!
just for equipment o\"{'r t hi' lH'xt lht'
year~. p;o;timatp:,- Pt>l' Lilldhpl'g. a It'l'h­
nology analy~t ilt Dn';o;<!I1PI' Klt'inwol'l
B"'n:--on. Ht> fig-ut't':- t'ljUipml'IH 11l;l 11 Il­

faeturpr~ l'ould he askt'd to 11011.\' up
:'oomethin.l! Iikt' :;1;') billion of financing
to gpt pCjuipnwnt ::,all--'::'. ill part hpcau ..... t'
thp hU\'rr~ an' aln'ad\· ~tl't>tl'h('d from
:-:ppndi~g- billion ..... on ;ll; lil't'n~,,':--.

\\'hethPI' an\" of tilt' CU1TPnt loall:­
\\'ill {'(lnw hatk 'and hitl' thp \·Plldol'~ i ...;

anybody· ..... gll{,:--~. Likp\\·i:-l'. it .... ;.til

_«lY __ - - - -®,~_, opl'n qllt'~tion a;:o;. ttl \\·hpf{' tht' fi­
~ -W ~ nalleinj! for thl' !wxt hig- round 01"

I tL'leC(llll builtlout:- i:- ,l!0illj! to
" l'onw from if it dOl':-'Il't ('nllw

from thl' equipment makl'l":-i. Thl'
finaneial markt't~ are aln'arly
ehokinj! on tplt't'om pap('I'. <1:-: th('
rl'~pon:-.l;--' to LtH·t'nt'~ "\-'in~tar

oyprltll·p indi<:ate...;. And if financ­
ing drip:..; lip or bpcofl1P;" prohihi­
tl\'el~' PXlwll:,irp. that {'nuld halll­
nwl' thp shan'~ of hoth tht' l'quil'­
ment manufacturer:, and tht' :-'('1'­

Yil'P pl'oviflpr,..;.
On(' thinJ! b l,t'l'lClin. Equipllll'llt

manufat.'tun-'r:- don't want to hecotlw
hank;..;. "J:.;::-.w'r;..; like LUl'pnt iHHI !'or­

t('1 an> saying. ·\Vp ha\'(> a lot of ri ..... k
out on our halanc(' shpf't:, with th(,~l'

loans. and WP'I"{' I(lokin.!! to gt'1 hI! of
it:" :..;ay,..; D.\,:-,on.

That nwan~ many of tht'~~, f'il'lll:-i.
like LUl'pnt. an' IOHking for h('lp. Po­
tpntial a!tprnatin' ...; includ(> splling thp
loans di)"('('tl\" tn junk-hond im·t'.::.tor,,,;

or splling i,atehes of loans into th('
as""et-hacked market, "Wi'!"P eOll­
tinuall\' working- with th", inH' ..... t­
ml'nt t;ank::-. to find mOl't' and moJ'{'

inye:-:.tors," explain:- Vv'illiam Kl'IT,
~ortpr~ ~{'nior Yitl' pn·.::.idt'nt for
l'urp0l'att' bu ..... ine~~ IIp\'plllpIllPnt. Thl'
l'ompany wants to help custompl':-' oh­
tain financing. without hpl'oming a
long-term invp:-,tor itself. "If you'J'{>
g-oing to he slH't('ssful you h<::lve to han'
a pipeline fof 10an...;J that l'OntiJlUl':- to

flu,;h out."
Nortl'l':, l'hief financial "ffil'f'r.

Frank Dunll. i,; quick to add th"t th" I:
company"" ~al('~ an' ,l!1'owil1g" ['<I,..;t(,l" i::
than it~ finalll'inJ['-: for ('ustonH'l":-:, Sa.\·.... I ~

hp, "I'm final1l'in.l! 1('::,;-; no\\.- (l,;-; a lH'r- I~
('pntage of In.\ Im ..... inl's:.; than r did I<I:-t IJ
yeal' • _

any equipment ,;ale. As the table on thi,;
pag-€' shows. five of the top equipment
supplier,; currently haye a total of $Id
billion oUI._tanding in client loalls and
loan guarantee:-:. And that noes not in­
clude the loan:-- the~"ve committed to
makinl! in the future - a number most
won't di.sclo~t'.

'\okia, 1'0)' example, ha,; $~90 million
in cu~tomer loans ami guarante(>:-; out­
~tanding at thl' l'nd of Junt'. <::I -1~r; in­
lTea::-.e o\"er the past six monthi'. Nokia
offieial;:o;. notp that the loan.s hayc grown
in line wit h thp expansion of their bll~i­

ness.
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helpea arrange bank financinl' for cu'·
tomeI's. OnlY if no lender is found noes
the vendor ~onsirlel' extending its own
creait. And eyen then. the manufac­
turer u:-,uall\" tries to resell the loan to
a commerci~l bank a~ ""non a... po:--sible,

Right now, with up,tart telecom
...;pr\·ice proYirlers raring to huild thf:'il'
network:'>. competition to nwke equip­
ment sale:-- is increasingly fipl'{'p, In­
deed, thel't--' i:-. talk in the indu:-.try that
..... ome ~upplil'r:-:. aI',," offpring unusuall~

l'heap financing to dri\'E' sa lr-,-;. ,
Soml' of the huyel'~. meanwhil(-'. are

having t.rouble finding affordaille financ­
ing el:-.e\\'hcl·p. which on1.\' arld:-
to thp p1'eSi.urt' on telel'om
equipment manufac-
HIrer:..; to ~tep in
and !wo\·ide
t'inaneing
a.- part
n f

Cisco Systems
Ene-
Lucent T@ochnologies
Noltia
Nortel Networks

~.~))J
~

\
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the loan~ at le~:,- than 90 cent".... on the
aollar.

\Vh,,"n word got out that Win~tar'~

paper wa,; being offerea at a ai,;count,
the company'::, junk honds began to
,..;ink. Pat Dy,-;.on, a bond anal\'~t at
RBC Domini~m Seturitie~. recali... that
"Vin:,-tar'~ 12';i~r;; junk bond... duE' in
2010 fell four point:- to 9:{. whi~h

pushed their yield to 14,2r;~ from
l:LFi. thu;:;. in('fea~in.'! the tO~t of an,Y
financing ":in::,tar might do in the fu­
turt',

Th~· :-ale ne\'e1' U('('UlTPd. howpyer.
\Vorrl wa.::.. saY::' D\,:-;on. that \Vin:,tar
official~ ealle(i LlI~,,'nt and rpqup~tt'd
tb" debt ,;ale be halted. Lucent, it
~eem~. had neVE'r reeein'd ",,'in~tar':­

consent to .::.ell the paper. a~ wa~ n'­
quil'ed under the loan agl'ef'ment. Lu­
cent and \\.'in:-tar hot.h declined l'om­
ment la:-:t week.

But that':-, not the pnl! ofthl> ..... tOI'.\
far frlH-n it. In""teH.d of I'l'cO\l>ring. \Vill­
i-tar'::, junk bonds ~lid further tf, a pt-il'P
of k;'), dri\'ing rhl'ir yipld UJl to 1;).7',.
Th" market feal" Will' tar debt \\lil
flood nw mar'ket if Lucent continup:.;, to
try to '::'t'll the loans and if \Vin ..... tar i ..... ­
s~p::' more debt, a:-- it ha~ filpd a ~helf
I'eg-i ..... tl'ation to do. It didn't help tl1<::1t a
number of eompanie~ in v.,rin:.-t<:lr·.....
end of the teh--'comTlllmieation..... indu -
try ('arne out with disappointing :'-t'l'­
and-qual'ter' re:.ults. Taken together.
thesE' ('\-ent$ have put \OVin ..... tar undpt'
a cloud.

Thf' attempted IOC:ln ..... alt· abo beg.....
the qUt-':-tion as to what Lueent',..; Sl.~;)

billion portfoliu of loan~ itnd loan
guarantees to it:- client..... is reall,\
worth. And that. in turn, leads one to
wonner whether the manufacturer of
telecommunication::. equipment, with
:£;lS billion in annual re\'enues. might
someday have to takE' a writeoff on
some p;)rtion ()f it:' loans and commit­
ments to makp loan"". which now t.otal
$8.7 billion.

Lucent'i' ~harei'. of course. haVE' al­
readY heen beaten down. from 82 in
Dec~mber to a reeent 42. after a serie:-;
of earning-~ disappointments. But don't
be surprised if rising concern about
loans tn ('lient::-. - all'pady a ~ore point
with in\'l'::-.tors - punishes the stock
further.

Lueent is not alonf' in financing- it~

client..::.· purchases. Traditionally. hig
I equipment maker,;, like Lucent. :"orlel
j Networ_~s. Ericsson and "~okia, h<::l\'E'
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"In some cases, the vendors may already have some

exposure to a company that needs capital," says Bob Konefal,

\'estors ha\'e gotten :-::.kittish because (If

some disappointing result~ and OlW

bankruptc~' in the sector, Even \'"instal'.
one of the more establi~hedCLEC,:.;, ha.:'
watched its st~ck fall to a recent 21; fron1
a high of 66.;;0 ill March.

"The capital market, ha\'e ,hut off. 8(,

there is more pressurE:' to look for alter­
native sources of capital."' sa~'~ Bob
Konefal, head of the telecom, media and
technology groups at Moody's 1nyestor,
Service, "In some C<l:-E':", the equipment
manufacturer may alread\' hale S[JI11l'

exposure to a ('o~pany th~t nepos capi­
tal. so it's in the manufacturer's interest
to keep their customers aline'."

And, as the numbers grow, so ooe:­
the risk of losing- money on a loan, Con·
sider that GST Telecommunications. a
CLEe. filed for bankruptcy protection
in May. Siemens had provided ahout $I~
million of secured financing- to tht> com·
pany. according to news reports, Or ft,·

call the di,a,trous bankruptcy of Irid­
ium. to which 1\lotorola, one of their ma~
jor in\'pstors and service prO\·iders. had
extended finanrinl[.

It ,hould he noted that mo,t of thest'
loans use the telecom equipnwnt as
collateral, which make, them some\\'hat
safer than t~'pi('al un.:3pcured junk hond~.

And inve::-;tment bankers can ~mell op­
portunity, especiall~' where new t~"pl':-' of
financing structure:-; often boast hig-h
fee,.

?\.lost hanker:-- seem to be eonsidel'­
in~ a fimmcing structure that looks likt'
a collateralized loan obligation. where a
hunch of loan.:' to a rlin,>rse JlI'OUp of in­
dustrie:, ha\'e been pooled togethpl' and
sold off, It's a tpl'hniqup that allow.s
banks to ('ontinup to reap the fees from
making loans hut to then g-et thost'
loan:-:. off their balance sheets quickly
by selling them off to investors, This
I[i\"e, the hank, the ability to makp
more loans,

Setting up thi, kind of arrangement
in the telecom sector would providp a
challenge, however, because the loans
are large ami b~' nefinition are all in one
industry. So a paoloI' telecom loans
wouldn't offer the di\"er,ification ratinl[
agencies normally require,

"Vv'p're trying to provide another way
to finance the explosive growth of tele­
com," savs Dansb\' White, hean of stru('­
tured fi~ance oriiination in the Ameri­
ca, for Merrill Lynch. White is looking
at ways to securitize vendor loans or
lea,es from hil[h tech, telecom and soft­
ware companies, In fact, Lucent has al­
ready done one ~ecuritizatiol1 of loan~ to
clients, back in 199R. And Alcatel did one
last year. Both were arranl[ed throul[h
Citibank, which has a few more deals in
the works, according to Radford We,t. a
mana¢ng director in securitization at
the bank.

So far, in\'estor~ in the junk-bond
market are treading cautiously, "\Ve're
just getting started" in evaluating loan;.;
to telecom customers, savs Jerr\' Paul.
portfolio manager of the' Inve,c;, High
Yield Fund. He need, to figure out ju,t
how liquid the 10anR will he and \\'hat
type of prepayment risk they entail; and
determine their seniority and the docu­
mentation used for each loan. So far, thp
client 10anR seem to offer higher yields
than bank loans, which Paul has pur­
chased in the past. Still, he remain, cau­
tious. "It's too early to know if it's going
to be a big deal," says Paul, "but it's
worth some research,".

CLECs, which is what Winstar is. These
startup companie, spend heap, of
money on equipment to build new tele·
phone and datacom systems. But in-

of Moody's Investors Service. "So it's In the vendors'

interest to keep their customers alive, "

ing of telecom projects, have gotten
fjnick~' over the past six months or so.
Funding has gotten especially tough for
competitive local exchange carriers. or

The folks at Ericsson may sell off
somt:' of their loan~ to clients, but banks
will remain the primary source of fund­
ing, says Sven Ake Hellgren. Ericsson',
rice president for corporate customer fi­
nance. Cisco Systems, another big user
of loans to clients. i, considering work­
ing with a finance company to establish
a special-purpose corporation into which
vendor loans could be sold, says Michael
Hampton. general manager of Cisco
Systems Capital.

The desire for alternative financing
sources has gTown in part because the
equity and the junk bond markets,
which have historically funded the build-

L


